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Real  gains  have  been  made  in  productive  efficiency  during  the  past  decade. 
Farm  Tperators  have  increased  production  10  to  50  percent  and  reduced  unit  costs  by 
almost  the  same  amount.  These  gains  are  the  result  of  a  number  of  factors  that  have 
not  been  shared  uniformly  by  families  on  all  types  of  farms.  Increased  production  at 
lower  unit  costs  is  essential  to  improvement  in  the  material  standard  of  farm  living. 


Goods  and  services  used  in  productlont    Prices  paid  by  farmers  and  farm  wage  rates.  United  States 
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1/  Bccluding  Tiages. 

2/  Based  on  prices  paid  by  fanners  for  16  items  Including  binder  twine,  lead  arsenate  milk  pails,  pitchforks, 
gasoline  for  autos  and  trucks,  motor  oil,  and  tires,  and  other  similar  items  used  cn  farms  for  production. 


NoteJ-  For  a  list  of  items  included  in  this  table  see  "Agricultural  Prices"  Bureau  of  Agricultural  Ecoaomics, 
April  29,  1946. 
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General  Situation 


American  farmers  entered  the  post-war  era  on  a  substantially  higher 
level  of  costs  than  obtained  5  to  7  years  ago.    War-born  scarcities  of  man- 
power and  material  sent  farm  wage  rates  and  feed  prices  soaring,  pushed  up 
prices  of  building  materials,  equipment  and  supplies,  and  consequently 
forced  total  cash  production  expenses  upward  at  a  rapid  clip. 

Farmers'  out-of-pocket  operating  expenses  mounted  from  something 
less  than  6.2  billions  in  1940  to  nearly  11.3  billions  in  1945.    At  the 
same  time  gross  farm  production  increased  15  percent,  leaving  the  outlay 
per  unit  of  product  nearly  60  percent  above  the  1940  level.    Prices  of  pro- 
duction goods,  particularly  feed,  and  labor,  rose  sharply  during  the  first 
three-quarters  of  1946.    Further  increases  are  in  prospect  for  some  expense 
items  during  the  balance  of  1946  and  at  least  the  first  part  of  1947. 
These  increases  will  raise  still  higher  the  overall  level  of  farm  production 
costs.    But,  farm  production  expenses  are  incurred  largely  to  produce  com- 
modities for  sale,  and  prices  for  farm  products  seem  likely  to  remain  at 
relatively  high  levels  through  1947. 
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Farmers  will  pay  higher  wages  and  also  higher  prices  for  feeds, 
machinery,  equipment,  building  materials,  fertilizers,  and  supplies  at 
least  through  early  1947  than  in  the  year  1946.  Both  the  availability 
and  efficiency  of  farm  laborers  will  probably  be  greater  than  during  the 
past  3  or  4  years.  Industrial  activity  will  continue  to  exert  an  upward 
pressure  on  farm  wage  rates,  as  industrial  employers  will  compete  with 
farmers  for  workers. 

Supplies  of  farm  machinery  attachmients,  and  repair  parts  for  next 
year  may  show  little  if  any  increase  over  last  year  as  material  shortages 
are  ejipected  to  adversely  influence  the  volume  of  production.  Production 
in  1945-46  v/as  about  5  percent  below  the  relatively  favorable  output  of 
1944-45.    Farm  motortrucks,  automobiles  and  tires  are  expected  to  be 
more  plentiful  in  1947  than  in  1946.    Total  fertilizer  supplies  for  the 
year  ending  June  30,  1947  are  expected  to  be  about  the  same  as  for  the 
previous  year.    Supplies  of  building  matf rials,  however,  will  continue 
scarce.    The  extraordinary  demands  for  building  materials  of  all  sorts 
have  kept  merchants  from  establishing  inventories  comparable  to  prev/ar. 
This  is  partial  la  rl  3'-  true  of  lumber. 

The  1946-47  outlook  is  favorable  to  continued  heavy  use  of  ferti- 
lizer.   Increased  efficiaicy  in  the  manufacture  and  distribution  of  fer- 
tilizer will  be  favorable  to  still  higher  levels  of  fertilizer  use  in  the 
future.    Increased  use  in  areas  formerly  using  relatively  little  ferti- 
lizer can  be  expected. 

Farm,  land  values  and  rentals  during  the  coming  3'"ear  are  expected 
to  average  higher  than  for  any  year  of  record  except  for  1920,  the  peak 
of  the  World  War  I  boom.    Land  values  have  been  increasing  at  an  average 
rate  of  one  percent  per  month  since  1941.    Should  farm  product  prices  and 
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incomes  during  the  next  vear  continue  at  or  near  present  levels,  land 
values  and  rentals  are  likely  to  continue  to  rise  in  spite  of  uncertain- 
ties as  to  lonper-run  price  and  income  levels.    If  future  developments 
continue  to  follow  the  post-World  War  I  pattern,  the  danger  of  capital- 
izing boom  time  farm  incomes  into  land  values  becomes  serious.  Farms 
bought  largely  on  credit  at  inflated  prices  are  likely  to  result  in  un- 
bearable fixed  costs  in  more  normal  times.    High  land  prices  represent 
relatively  long-time  high  fixed  investment  and  costs  to  the  farmer  who 
buj^ .    In  the  same  way  high  land  rentals  represent    high  fixed  costs  to 
the  tenant,  but  land  rentals  are  current  rates  that  can  be  adjusted  more 
readily  to  prevailing  price-cost  relationships. 

Large  surpluses  of  loanable  funds  and  active  competition  among 
lenders  have  lowered  the  general  level  of  interest  rates  during  the  past 
two  decades.    Also,  most  farmers  are  now  in  a  relatively  good  financial 
position  and  can  obtain  ].oans  in  conservative  amounts  from  the  regular  low- 
rate  lenders.    Farmers'  purchases  of  machinery'-,  motor  vehicles,  equipment, 
and  materials  will  be  u^d  next  year  over  the  past  few  years  and  credit  may 
be  important  in  financing  these  pu.rchases.    "While  interest  charges  for 
such  iteriS  are  small  compared  to  most  other  production  costs,  and  cover 
a  much  shorter  period  than  real  estate  mortgages^  in  the  event  of  a  decline 
in  income  these  "fixed"  costs  night  prove  burdensome. 

Generally  good  pasture  and  range  conditions  during  the  past  summer 
have  contributed  materially  to  livestock  production  and  to  alleviating 
some  of  the  stress  on  our  feed  supply.    In  spite  of  good  pastures,  a 
record  corn  crop,  and  a  near  record  crop  of  oats^  feed-grain  supplies  for 
the  1946-47  feed  year  will  not  be  incre$ised  proportionately  because  carry- 
over   of  feeds  at  the  end  of  the  1945-46  season  was  small.    VJheat  Yd.ll  not 


be  freely  available  for  livestock  feed.    Industrial  demands  for  grains, 
and  net  exports  of  grains  and  feeds  will  te  larger  than  usual.  However, 
against  this  somewhat  smaller  total  feed  supply  is  about  a  3  percent 
sr.aller  number  of  grain-consuming  livestock  than  were  fed  in  the  1S45-46 
season.    There  are  prospects  for  a  17  percent  smaller  pig  crop  this  fall 
compared  Tflrith  a  year  ago.    Numbers  of  chickens,  horses,  and  probably  milk 
cows  and  other  cattle  vd.ll  also  be  do-'.TO  on  January  1,  1947  compared  mth 
a  year  earlier. 

The  level  of  farm  costs  and  their  effect  on  fam  incomes  need  to 
be  considered  in  the  particular  setting  in  virhich  tj^^ical  groups  of  farm- 
ers operate.    Few  farmers  produce  a  single  ccmmodity,  rather  they  operate 
a  combination  of  enterprises  thus  producing  and  selling  several  products. 
Some  farmers  raise  nearly  all  of  the  feed  grains  and  roughages  necessary 
to  feed  their  livestock,  while  others  purchase  from  their  neighbors  or  in 
the  m.arket  place.    High  grain  and  roughage  prices  mean  high  gross  returns 
to  the  farmer  who  sells,  but  high  cash  costs  to  the  fanner  who  must  buy. 
Feed  costs  uiaj  be  hi.gher  tban  previously  but  if  livestock  piuces  are  also 
relatively  hif;her  the  income  from  livestock  production  may  be  favorable. 

L'iany  farmers  hire  little  or  no  labor  so  to  them  higher  fann  wage 
rates  do  not  increase  cash  outlays  materially.    About  three-fourths  of 
the  total  labor  req^oirements  on  our  American  farms  are  met  by  the  fam 
operator  and  members  of  his  family.    Some  of  this  labor  is  effectively 
utilized  and  some  of  it  is  not,  but  it  supplies  most  of  the  farm  labor, 
as  well  as  a  reserve  for  the  peak  labor  seasons  inherent  in  our  agricul- 
tural economy.    Operator  and  other  family  labor  force  is  a  very  important 
element  in  the  total  farm  cost  structure,  but  it  is  paid  out  of  returns 
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above  other  expenditures.    In  times  of  Iovj  prices  and  stress  it  gets  a 
low  return.    In  that  T«ray  it  absorbs  much  of  the  shock  of  hard  times. 
But,  in  favorable  years  the  return  above  other  expenditures  is  much  more 
satisfactory.    Thus  fanily  and  operator  labor  and  interest  on  the  oper- 
ator's equity  in  the  farm  constitute  returns  to  the  family  for  their 
labor  and  for  their  investment  rather  than  cash  outlays — that  is,  income 
that  they  can  use  for  family  living  or  for  savings. 

In  general  terms  then  farmers  use  family  labor  and  home  raised 
feed  in  combination  with  other  resources  to  produce  a  product  for  the  mar- 
ket.   Operator  and  unpaid  family  labor  and  home-raised  feeds  are  non-cash 
costs  of  production,  and  make  up  well  over  half  of  total  fara  costs.  Dur- 
ing recent  years  the  market  rates  for  feed  and  labor  have  risen  at  a  rapid 
rate.    In  «July  of  this  year  feed  was  261  percent  and  wages  302  percent  of 
their  respective  rates  in  1940  compared  with  162  for  the  average  of  all 
goods  and  services  used  in  production  for  the  same  period. 

Then  too,  a  very  large  part  of  farm  productiOTi  costs  are  "fixed 
costs"  in  the  sense  that  when  production  is  reduced,  operator  and  family 
labor>  land,  and  machinery  (ccansidered  among  fixed  cost  items)  are  less 
effectively  utilized  but  their  costs  continue.    A  smaller  volume  of  out- 
put has  to  bear  the  same  total  overhead  thus  raising  the  cost  per  unit 
of  product.    The  net  return  per  unit  is  thus  smaller  and  the  operator's 
earnings  are  reduced.    Individual  fanners  cannot  reduce  output  without 
increasing  their  real  costs  per  unit. 

Farmers,  therefore,  do  not  consider  only  the  current  general  price  or 
cost  level.  They  operate  a  combination  of  enterprises,  and  must  consider 
price-cost  r elaticnships  in  each.    They  can  adjust  seme  enterprises  to  cur- 
rent situations;  others  to  only  long-time  situations.    The  farm  is  a  home, an 
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investment,  and  a  place  of  labor.    It  offers  many  alternatives.  Depend- 
ine  upon  price-cost  relationships  farmers  may  profitably  use  more  land, 
fertilizer,  feed,  seed,  labor  and  other  production  factors  or  they  may  use 
less  of  some  and  more  of  others. 


Farm  Labor 

Farmers  have  paid  much  higher  wage  bills  in  the  past  year  than  they 
did  before  the  v;ar.    Cash  wage  paynents  and  pero_uisites  to  hired  workers 
were  2.2  billion  dollars  in  1945--nearly  2.5  tir.es  the  average  v;age  bill  ir 
1935-39— and  vn.ll  be  more  in  1946.    The  1945  wage  bill  was  the  largest  on 
record.    Farm  wage  rates  in  1945  were  three  times  the  1935-39  level,  but 
emplo;yTnent  of  hired  workers  was  17  percent  less  than  prewar. 

TJage  rates  in  1945  are  continuing  their  upward  trend,  while  employ- 
ment of  hired  workers  is  slightly  above  that  of  last  year.    The  1946  wage 
bill  will  probably  exceed  the  record  bill  of  1945,  by  5  to  10  percent. 

Production  per  worker  (for  all  farm  workers)  is  almost  40  percent 
above  the  prewar  level.    Tbds  increase  in  labor  productivity  has  tended 
to  hold  do\m  unit  labor  costs.    The  ratio  of  index  of  farm  wage  rates  to 
production  per  worker  in  1945  was  220  percent  of  the  1935-39  average. 
The  index  of  farm  wage  rates  was  302  percent  of  the  1935-39  average. 
(See  table  1.) 

YJhile  wage  rates  and  total  wage  payments  have  increased  sharply^ 
d-aring  the  war  years,  gross  farm  income  and  prices  received  have  also  in- 
creased.   Gross"  farm  income  in  1945  v/as  236  percent  of  the  1935-39  average 
and  prices  received  by  farmers  for  their  products  v/ere  about  190  percent 
of  the  prewar  average.    Costs  of  many  important  production  factors  other 
than  hired  labor  rose  less  rapidly  than  did  prices  received. 

Several  major  factors  have  contributed  to  greater  productivity  of 
farm  l-abor  in  recent  years.    Increased  mechanization  of  farm  operations 
and  higher  crop  ^delds,  due  partly  to  favorable  weather,  are  among  the 
factors  that  have  resulted  in  smaller  labor  requirements  per  unit  of  pro- 
duction.   Farm  workers,  particularly  seasonal  ones,  have  been  utilized 
m.ore  fully  during  the  past  few  years. 

Although  farm  wage  rates  are  now  more  than  three  times  their^  pre- 
war level,  farmers  still  are  exp^^riencing  difficulty  in  competing  with 
industry  for  workers.    Industrial  wage  rates  also  Imve  risen  from  prewar 
levels.    In  1945,  hourly  earnings  of  factory  workers  were  about  67  per- 
cent higher  than  in  1935-59.    Farm  wages  showed  a  much  greater  percentage 
increase  from  the  prewar  period,  but  they  started  from  a  much  lower  level. 
P^arm  wage  rates  per  month  without  board  for  July,  for  example,  averaged 
nearly  (,35.00  in  1935-39  and  by  1946  had  increased  to  ^106.    When  farmers  i 
hired  their  help  by  the  day  vrithout  board,  they  paid  an  average  of  ijA.SO 
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Table        Farm  wage  rates  and  related  data.  United  States, 
1935-39  average  and  1940-45  inclusive 


Index  numbers  (1935-39  =  100) 


[       Farm  employment 

:    Gross  feirm 
I  croduction  2/: 

,Ra.tio  farm 
!  wage 

•  • 

•.Per  ; 

:  5/  : 

• 

!  rates  to 

or 
year 

5  Total 

:  i/ 

sFamilys 

■■1/  ■■ 

«  • 

fiireci 

• 
• 

• 
• 

'  wage 

! production 
!  per 
worker 

1935-39  average  ■ 

100 

100 

100 

100 

100 

100 

100 

1940 

:   •  97 

96 

100 

107 

110 

109 

99 

1941 

:  95 

94 

99 

111 

117 

133 

114 

1942  ! 

;  95 

94 

99 

122 

128 

173 

135 

1943  ! 

94 

.  94 

94 

119 

127 

228 

180 

1944  : 

92 

93 

87 

124 

135 

272 

201 

1945           ■  : 

90 

92 

83 

123 

137 

302 

220 

1/  Includes  farm  operators  and  members  of  their  families  working  without 
wages. 

2/  Includes  value  of  farm-produced  power  of  horses  and  mules. 
3/  Based  on  total  farm  employment  and  total  gross  production. 


in  1935-39  and  •.'-4.84  in  1946  respectively.    Hourly  earnings  of  factory 
workers,  on  the  other  hand,  averaged  ^0.61  in  1935-39  and  s^l«02  in  1945. 

Farm  wage  rates  will  probably  average  somewhat  higher  at  least 
through  early  1947  than  in  1946..    Continued  high  levels  of  employment, 
general  business  activity  and  cash  farm  income  will  exert  an  upward       ^  , 
pressure  on  farm  wage  rates,  as  industrial  employers  and  farmers  compete 
for  workers.    This  competition  and  supplies  of  both  regular  and  seasonal 
workers  will  differ  from  area  to  area. 

The  total  wage  bill  in  agriculture  probably  will  be  higher  in  the 
coming  year.    But  there  should  be  an  improvement  in  the  skill  and  experi- 
ence of  workers  and  a  further  increase  in  farm  worker  efficiency. 


Farm  Power  and  Machinery 

Farmers  spent  about  4.3  billion  dollars  for  the  operation  and  main- 
tenance of  power  and  machinery  in  1945.    This  amount  included  the  total 
cost,  of  using  pov/er  machines,  other  farm  machinery  and  equipment  and  also 
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the  cost  of  keeping  faim  horses  and  mules,  l/    Power  and  nachinery  costs 
for  1945  were  73  percent  above  the  1955-39  average,  but  gross  farm  income 
was  136  percent  above  this  average.    The  percent  farm  power  and  machi.nery 
costs  are  of  gross  farm  income  in  1945  was  16  compared  v;ith  22  in  the 
1935-39  period.  (See  table  2.) 

Supplies  of  farra  machinery,  attachments^  and  repair  parts  for  the 
year  ended  July  1,  1947  nay  show  little  if  a.ny  increase  over  the  produc- 
tion of  the  year  ended  July  1,  1946  as  continued  material  shortages  are 
expected  to  adversely  influence  ti^  volume  of  production.  Production 
this  past  year  (1945-46)  v/as  about  5  percent  below  the  relatively  favor- 
able output  of  1944-45,  but  would  have  been  larger  except  for  labor- 
management  disputes  in  major  farm  machinery  plants  and  material  shortages 
resulting  from  work  stoppage  in  allied  industries.    Production  in  the 
early  months  of  last  season  was  about  the  same  as  for  the  same  period  a 
year  earlier,  but  production  for  the  6  months  ended  June  30,  1946  v/as 
materially  lovrer  than  for  the  same  period  in  1945. 

Further  im.provement  in  the  farm  motor  transport  situation  is  ex- 
pected in  1947.    Production  of  motortrucks  by  July  1,  1946  had  reached 
previTar  levels  and  is  expected  to  be  higher  in  1947.  ,  Automobile  produc- 
tion in  1947  is  expected  to  be  considerably  above  the  1946  production. 
For  the  last  6  months  of  1946,  production  of  automobiles  should  more  than 
double  the  642,000  units  produced  in  the  first  lalf  of  the  year.  . 

Supplies  of  tires  of  all  t^/pes  are  e:rpected  to  be  ample  in  1947. 
The  1946  production  of  tires  for  farm  implements  and  for  most  farm  motor- 
trucks is  about  adequate  to  meet  current  needs.    Production  of  automobile 
tires  in  1946  is  of  record  proportions  and  should  provide  ajout  2  neY/ 
tires  for  every  automobile  registered  in  1946. 

Prices  of  most  items  of  new  machinery  are  now  hi-rher  than  in  1945 
and  further  price  increases  are  in  prospect.  .  Tliis  is  also  true  for  im- 
portant supply  items  and  services  essential  for  using  the  machines,  as 
well  as  horse  feed  and  labor  costs.     Thus,  compared  v/ith  1945  the  cost  of 
using  farm  paver,  machinery  and  equipment  are  likely  to  be  considerably 
higher  in  1946  and  still  hi -her  in  1947. 

The  most  important  item  of  povrer  and  rachinery  costs  for  the 
Nation  as  a  whole  is  the  keeping  of  horses  and  mules,  which  amounted  to 
more  than  35  percent  of  the  total  farra  power  and  macliinery  costs  in  1945. 
Costs  of  keeping  horses  and  mules  in  1945  were  42  percent  above  the  pre- 
war average,  largely  because  of  the  greatly  increased  feed  prices  and 
farm  wage  rates,  and  notvathstanding  a  22  percent  decline  in  horse  and 
mule  numbers.,    Per-head  costs  in  1945  Y;ere  more  than  80  percent  above 
the  prewar  average  and  were  alm.ost  double  the  1940-41  average.  (See 
table  3.)    Colt  crops  have  been  small  in  recent  years,  and  further  reduc- 
tions in  numbers  of  horses  and  loules  are  in  prospect.. 

l/  This  estimate  is  based  on  prevailing  farm,  values  for  horse  and  mule 
feed  and  other  items  supplied  oy  the  fann  including  wages  for  labor  used 
in  the  care  of  work  animals,  current  prices  for  items  p^jr chased,  and 
ciorrent  charges  for  services  hired. 
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Table  3.-  Cost  per  unit  for  farm  poi/er  ana  'iiachinery  and  related 
data  1955-39  averag-e  and  1940-45  inclusive 


Calendar 
year  or 
period 


Index  numbers  (1935-53  average  =  100) 


Cost  per 
head  of 
keeping 

horses 
and 

mulag 


Use  cost  per 


Tractor 


'Automobile 
and  motor  '  farm 


Per  unit  ' 
of  all      '  Prices 
othe  r 


tnick      \  machinery  \ 


!  received 

by 
:  farmers 


1955-39 

100 

100 

100 

100 

100 

]940 

:  89 

102 

104 

97 

93 

1941 

92 

107 

113 

106 

116 

1942  : 

115 

111 

119 

114 

149 

1943  ! 

138 

116 

151 

120 

179 

1944  : 

174 

126 

148 

132 

182 

1945  ; 

182 

129 

157 

133 

189 

Total  tractor  operating  costs  in  1945  were  more  than  100  percent 
above  the  prevrar  average  but  there  were  also  67  percent  more_ tractors  in 
1945,    The  operating  cost  per  tractor  in  1S45  was  only  about  30  percent  • 
above  the  prewar  average.    Costs  of  using  farm  autom.obiles  and  motortrucks 
in  1945  were  66  percent  above  the  prewar  average,    Cvri.ng  to  wartime  re- 
strictions, farmers  purchased  few  new  automobiles  and  motortrucks  from 
1942  to  1945.    Although  1945  n\imbers  v/ere  6  percent  above  the  average  of 
t}-£  prewar  period,  they  were  less  than  for  any  year  from  1940-45  inclusive. 
Cost  per  unit  of  operating  motortrucks  and  a\itomobiles  in  1945  was  about 
57  percent  above  the  prewar  average.    Costs  of  operating  farm  tractors, 
trucks,  and  automobiles  in  1946  are  expected  to  be  about  15  percent  higher 
than  in  1945.    A  further  increase  of  about  15  percent  over  1946  is  expected 
in  1947. 


The  costs  of  using  all  farm  machinery  and  equipment  other  than 
tractors,  trucks,  and  automobiles  in  1945  y;as  more  than  double  the  prevjar 
average  but  there  were  60  percent  more  machines.    Per-unit  costs  of  using 
this  other  machinery  in  1945  v/ere  only  55  percent  "above  the  prewar  average. 
Costs  of  operating  machJ.nery  in  1946  Villl  be  about  15  percent  higher  than 
a  year  ago. 

Although  machinery  costs  have  rncreased  since  1940,  the  increases 
per  unit  hB.ve  been  less  than  the  increases  in  vjage  rates  and  costs  of 
keeping  horses  and  mules.    Thi.s  additional  advantage  of  machines  and  me- 
chanical power  over  hand  v/ork  and  animal  povrer  has  made  the  substitution 
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of  new  machine  nethods  for  the  older  established  man-horse  methods  more 
profitable  tlian  in  the  prewar  period.    Greater  production,  increased 
production  efficiencies,  and  higher  prices  have  provided  larger  farm  in- 
comes ard  the  neans  for  expanding  the  purchase  and  use  of  machines. 


Feeds 

Following  the  lapse  of  price  controls  on  July  1,  1946  costs  of 
many  feeds  at  important  markets  advanced  sharoly.    Even  though  many  live- 
stock prices  also  increased,  the  livestock  feed-grain  price  ratios  since 
July  1  have  been  generally  more  unfavorable  for  feeding  than  they  were 
before  July  1.    However,  a  record  feed-grain  crop  is  in  prospect  this  fall 
and  hay,  forage  and  pasture  supplies  are  generally  adequate.  Feed-grain 
prices  are  below  July  peaks  and  should  be  still  lower  as  more  new  corn 
becomes  available.    T^ith  livestock  prices  at  or  near  September  levels, 
most  livestock  feed-grain  price  ratios  are  likely  to  be  moderately  favor- 
able for  increased  feeding  in  1946-47.  (See  table  4  and  figures  1  and  2.) 

Feed  prices  during  the  war  years  have  been  much  above  the  long-time 
average.    The  price  of  corn  received  by  farmers  has  averaged   M.07  from 
1942  to  1945  compared  with  69  cents  in  the  20  years  from  1922  to  1941. 
Comparable  prices  for  oats  are  64  cents  and  36  cents.    Hay  also  was  much 
aoove  average,    Tne  i!:dex  of  all  feed  grains  and  hay  for  the  sam.e  periods 
was  154  and  103  Imsed  on  1935-59  =  100.    Thus  the  prices  received  by 
farmers  for  feeds  during  the  war  was  about  50  percent  above  average  'and 
much  higher  than  in  any  year  since  1920 »    From  the  longer  viewpoint, 
prices  of  feed  grains  will  probably  move  dovmy/ard  from  wartime  levels,  re- 
flecting a  more  normal  demand  and  also  the  long-time  effect  of  technolog- 
ical improverrents  in  feed-grain  production. 

To  farmers  who  sell  feed  grains,  hay  and  other  forage,  feed  is  a 
direct  source  of  income,  but  other  farmers  buy  feeds,  and  home-raised 
feed  is  also  a  cost  item  in  livestock  production.    In  fact,  feed  is  the 
most  important  cost  item  in  the  production  of  all  kinds  of  livestock'  and 
livestock  products.    Valued  mostly  at  market  prices,  it  normally  accounts 
xor  about  one-half  th£  total  cost  of  producing  milk,  eggs  or  a  -beef  'calf 
and  three-fourths  or  more  of  the  cost  of  a  hog.    Grain  and  other  concen- 
trates make  up  nearly  all  the  feed  costs  for  poultr^/  and  hogs,  but  less 
tnan  ^0  percent  of  the  total  feed  cost  of  the  average  dairy  cow  and  still 
less  of  cattle  and  sheep,    '..lien  livestock  prices  are  high  relative  to 
grain  prices,  more  grain  is  fed,  production  of  milk  or  eggs  is  increased, 
and  hogs  are  fattened  to  heavier  weights.    In  contrast,  when  feed  prices 
are  relatively  higher,  less  grain  is  fed  and  livestock  producti-on  is" 
reduced. 

Tilth  a  record  com  crop  and  a  near-record  crop  of  oat-Sj  feed  grain 
production  will  set  a  new  high  in  1946.    Hw/ever,  supplies  will  not  be 
increased  proportionately  because  the  carryover  of  feed  grains  at  the  end 
of  tire  1945-46  season  ^vas  small.    In  addition,  wheat  will  not  be  freely 
available  for  livestock  feed,  because  exports  and  food  demands  place  a 
heavy  burden  on  the  record  wh^at  crop  and  the  carryover  v;as  very  low. 
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Table  4.-  Relation  of  supply  of  feed  to  number  of  livestock  and  to  prices 

of  feed  and  livestock,  1927-46 

Index  numbers  (1935-59  -  lOO) 


Livestock  and 
livestock 
product 
prices 
1/ 


Feed  grains 
and  hay 
prices 
1/ 


Supply  of  feed 
concentrates 
available 
for  feed 


2/  Supply  for  year  beginning  preceding  October. 

3/  Animal  units  fed  in  year  beginning  precedinc^  October, 


Animal  units 
of  grain 
consuming 
livestock 
fed  in  year 
5/ 


1927  : 

127 

121 

105 

110 

1928  J 

136 

130 

1(^ 

111 

1929  : 

138 

126 

106 

110 

1930  : 

117 

113 

103 

111 

1931  J 

85 

78 

96 

110 

1932  : 

63 

51 

106 

113 

1933  J 

62 

60 

119 

115 

1934  : 

72 

100 

98 

111 

1935  : 

99 

113 

68 

95 

1936  : 

103 

108 

97 

100 

1937  : 

109 

132 

74 

99 

1938 

• 

97 

75 

101 

99 

1939  : 

93 

73 

111 

107 

1940  : 

96 

86 

116 

113 

1941  : 

120 

94 

120 

112 

1942  : 

148 

117 

128 

120 

1943  : 

172 

1S5 

150 

138 

1944  J 

166 

175 

141 

137 

1945  : 

174 

170 

135 

i24 

1946  : 

136 

120 

Jan . 

174 

172 

Feb. 

173 

175 

Mar. 

174 

180 

Apr. 

175 

180 

May 

177 

198 

June 

182 

205 

July 

211 

257 

Aug. 

225 

237 

1947  : 

137 

13 
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Supplies  of  byproduct  feeds  probably  irill  be  larger  in  1946-47  than  a 
year  earlier.    Net  exports  of  feeds  will  be  large  and  the  demands  and 
requirements  of  grains  for  industrial  purposes  irill  be  larger  than 
usual.    The  total  supply  of  concentrates  for  feed,  seed,  exports,  in- 
dustry, and  carryover  is  expected  to  be  about  162  million  tons  in 
1946-47  con^ared  -with  160  million  tens  for  a  year  earlier.    In  brief, 
large  as  the  crops  appear  to  be,  they  are  no  more  than  adequate  to 
meet  the  heavy  demand  in  prospect. 

The  number  of  grain-COTisiiming  livestock  to  be  fed  from  these 
supplies  In  1946-47  will  probably  be  about  5  percent  less  than  in 
1945-46.    Hog  raisers  have  made  the  largest  part  of  this  reduction  from 
the  standpoint  of  feed  consumption,  as  indicated  by  their  prospects  for 
a  17  percent  smaller  pig  crop  this  fall  compared  with  a  year  ago.  In 
addition,  January  1  numbers  will  be  down  for  chickens  and  horses,  and 
probably  milk  cows  and  other  cattle.    As  a  result,  the  supply  of  feed 
grains  in  relation  to  livestock  numbers  to  be  fed  will  be  about 
4  percent  larger  in  1946-47  than  in  1945-46. 

This  4  percent  Increase  may  not  reflect  the  full  gain  that  there 
will  be  in  feeding  values  because  last  year  much  more  feed  was  fed  in 
relation  to  the  number  of  livestock  because  of  the  generally  poor 
quality  of  com.    About  126  million  tons  of  feed  concentrates  will  be 
needed  for  1946-47  compared  with  136  million  tone  fed    last  year. 

Generally  good  pasture  and  range  conditions  during  the  past 
summer  have  contributed  materially  to  livestock  production,  because 
about  one-third  of  all  feed  nutrients  come  from  pasture  and  range. 
Although  hay  supplies  for  1946-47  feeding  are  somewhat  smaller  than  a 
year  ago,  they  are  ample  in  relation  to  livestock  numbers.    This  year's 
hay  crop  is  estimated  at  96  million  tons,  9  million  tons  smaller  than 
the  194  5  crop.    The  carryover  from  last  year,  however,  was  16  milliwi 
tons  • 

Even  though  dairymen  and  poult rymen  will  need  less  high  protein 
feeds  for  their  reduced  herds  and  flocks,  they  probably  will  pay 
higher  prices  for  what  they  get.    All  byproduct  feeds,  particularly 
high  protein  feeds,  will  be  in  smaller  supply  in  relation  to  feed 
grains  in  1946-47  than  In  1945-46. 

The  cost  of  dairy  and  poultry  concentrate  rations  in  recent  years 
usually  has  been  50  cents  to  $1.00  higher  per  100  pounds  in  deficit 
feed  regions  than  in  surplus  feed  regions.    These  differences  are  likely 
to  continue.    The  differences  are  due  to  lower  prices  in  surplus  feed 
areas  and  also  to  the  greater  u&e  of  home-grown  grains  in  relation  to 
higher  priced  supplements  in  surplus  areas.    The  cost  of  a  poultry  ration 
in  the  ^*ew  Qigland  States  in  July  1946  was  $4.61  per  100  pounds  compared 
with  $3.56  in  the  West  North  Central  region.    Dairy  concentrate  ration 
costs  show  a  similar  difference.    The  difference  in  the  price  of  laying 
mash  in  the  two  regions  was  only  35  cents  and  of  bran  only  Z  cents  per 
100  pounds. 
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The  long-time  trend  will  probably  be  toward  lower  cost  per  unit 
of  feed  nutrients  for  livestock.    Improved  methods  of  hay  harvesting 
and  storage  reduce  labor  and  save  feed  nutrients.    Liming,  fertilizing, 
and  other  improved  practices,  and  better  varieties  of  plants  will  have 
similar  effects  on  pastures ♦    As  mach  progress  may  be  expected  in  the 
increased  production  of  feed  nutrients  from  hay  and  pasture  in  the 
next  decade  as  has  been  made  In  the  past  10  jrears  with  com  and  oats, 
thus  further  reducing  feed  costs. 


Seed 

Farmers'  seed  costs  are  influenced  by  seed  supplies,  by  ctenges 
in  the  demand  for  different  kirris  and  varieties  of  seeds,  both  old  and 
neiw,  and  by  the  general  level  of  prices.    Supplies  are  made  up  of  pro- 
duction for  the  current  year,  net  imports,  and  carryover.    Seed  costs 
in  general  tend  to  vary  inversely  with  previous  year's  production. 
From  1938  through  1941,  production  was  relatively  high,  high  enough  to 
hold  prices  well  below  the  1935-39  average.    After  1941,  the  higher 
general  price  levels  and  wartime  deisands,  particularly  from  countries 
where  production  was  interrupted  by  the  War,  resulted  In  much  higher 
prices  for  seeds  despite  the  higher  levels  of  production. 
(See  figure  3.) 

Prices  that  fanners  will  pay  for  seeds  in  1947  will  be  slightly 
above  those  of  194  5  and  1946.    However,  prices  for  individual  kinds 
will  vary  considerably.    The  supply  of  northern-grown  alfalfa,  Kentucky 
bluegrass,  and  some  varieties  of  vegetable  seeds  will  be  shorter  than 
most  other  seeds.    We  will  have  to  draw  more  heavily  than  usual  on  the 
curr«it  year's  production  because  of  smaller  stocks.    On  June  30,  1946, 
dealers'  stodcs  of  34  kinds  of  field  seeds  were  43  percent  smaller  than 
thoee  of  a  year  earlier  and  16  percent  below  the  1940-44  average. 

Production  of  14  principal  legume  and  grass  seeds  in  1945  was 
about  7  percent  lower  than  in  1944,    As  a  result  of  thl5  smaller  produc- 
tion, farmers  paid  more  for  seed  in  early  1946  and  dealers  had  much 
smaller  stocks  by  June  30.    Thus,  largely  as  a  result  of  smaller  stocks 
the  expected  relatively  high  level  of  production  of  seeds  in  1946  is  not 
likely  to  be  sufficiait  to  lower  seed  costs  to  farmers  in  1947, 


Fertilizer 

Farmers  paid  higher  prices  for  fertilizer  during  the  last  5  years 
of  the  war  period  than  they  did  in  the  years  19S9-40,    (See  figure  4,) 
Farmers  paid  these  higher  prices  and,  at  the  same  time,  increased  their 
use  of  fertilizer  because  of  favorable  farm  product  price-fertilizer 
cost  ratios,  and  anticipated  higher  farm  production  and  Incomes, 
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Supplies  of  total  pL^nt  nutrientG  '?>  ■■  the  year  ending  June  3C, 
1947  are  expected  to  be  alightlj  larger  than  for  the  prevj.ous  year.  The 
upv.'ard  trend  in  fertilizer  consumption  has  been  relatively  stronger  in 
the  areas , formerly  using  little  fertiliser,  particularly  the  Com  Belt 
and  Lake  States,  than  in  the  areas  vdiere  use  of  fertilizers  has  been 
rather  common  for  some  time.    The  distribution  of  supplies  in  1946-47 
will  probably,'"  reflect  a  continuation  of  this  trend.    VJhile  the  1946-47 
outlook  is  favorable  to  continued  heavy  use  of  fertilizer,  the  longer 
range  situation  wi.ll  depend  considerably  on  the  continuance  of  a  more 
favorable  farm  product  price-fertilizer  cost  ratio  than  prevailed  prior 
to  1941. 

Since  1941  prices  received  by  farmers  for  all  coranodities  for  the 
country  as  a  whole  have  been  relatively  higher  than  prices  paid  by  farm- 
ers per  unit  of  plant  nutrients  in  fertilizer o    This  situation  will 
likely  prevail  in  1947, 

Prior  to  1941  thiis  relationship  v/as  less  favorable.    In  fact,  with 
the  exceptions  of  1936  and  1937,  the  ratio  of  prices  received  by  farmers 
to  prices  paid  for  fertilizer  plant  nutrients  (1935-39  =  100)  never  ex- 
ceeded 100  from  1910  to  1941.    Use  of  higher  analysis  fertilizer  in  more 
recent  years  has  been  a  factor  in  making  the  ratio  of  farm  product  prices 
to  prices  psr  unit  of  plant  nutrients  more  favorable.    However,  the  vjar- 
time  rise  in  pi'ices  of  farm  products  has  been  a  much  more  important 
factor  J    Th9  general  price-control  program  has  also  been  important  in 
making  favcrable  fara  product  price-fertilizer  cost  relationships  during 
the  war  years c 

Regional  variations  in  fertilizer  costs  reflect  the  influence  of 
differences  in  anj/.yces  of  fertilizer  used  and  in  distance  from  points 
of  manufacture-    'Fci-  o.^ample,  high  analysis  f e"^tj  li'^ei?  are  used  in  the 
Mountain  States,  whllo  the  lower  g-'ades  are  g'?n-.Vj..L.L-j  u-^.^d  in  the  South. 
In  the  Mouiroain  ir  ccXea  the  hi-gher  grades  used  teui  bo  hc'J.d  doY/n  prices 
per  unit  of  plant  nutrients  relative  to  the  United  3 Litis  average  v^hile 
greater  dist-inces  and  higher  shipping  costs  to  those  States  tend  to 
increase  costs s 

VJith  a  continued  trend  toward  increased  efficiency  in  the  manu- 
facture and  distribution  of  fertilizer,  it  appears  that  the  situation 
T.dll  be  favorab''.e  for  still  liigher  levels  of  ferbilizer  use  in  the 
future*    Cevtd.±n2.y  the  situation  should  be  favorable  for  1947.  If 
present  trends  "oO'.ard  virider  use  of  fertilizer  to  supDc:  t  more  stable 
systems  of  farmj-ng  are  continued,  or  accelerated,  demand  for  fertilizer 
in  the  fucu.re  mo"-  dg  1*^33  dependent  on  e::r.-port  crops,  primarily  cotton 
and  tobacco,  th-xn  it  has  been  in  the  past-    here  stable  farming  systems 
and  systems  that  include  mere  feed  crops  and  liventock  in  arer.s  that 
l:ave  been  heavy  u^ers  of  fertilizer  should  not  decrease  total  fertilizer 
consumption,  bu-O  i/jth-or  should  sustain  high  demands  for  fertilizer. 
Future  demand  for  fertilizer  will  also  be  influenced  by  consumption  in 
areas  that  have  pre^aously  used  relatively  small  quantities.  Vfertime 
consumption  of  plant  nutrients  in  the  Worth  Central,  Northeastern  and 
'Testern  States  com'aned  was  nearly  two  and  one-half  times  that  in  the 
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preTxar  period.    The  percentage  of  the  United  States  total  consmption 
occi-irring  in  these  States  likemse  rose  from  less  than  one-third  to 
more  than  two-fifths.    These  States  accounted  for  half  of  the  total 
increase.    'Tartime  consumption  of  plant  nutrients  in  the  older  and 
heavier  using  areas  rose  about  70  percent  over  prevrar  levels. 

There  is  still  need  for  considerable  capital  investment  in  soil 
improvements  such  as  additions  of  phosphate  and  potash,  particularly  to 
soils  in  the  humid  sections  of  the  country. 

Liimber,  Containers,  and  Farm  Supplies 

The  demand  for  l^omber,  containers,  and  farm  supplies  continues 
high  relative  to  production  and  supplies^    Although  the  production  of 
lumber  is  increasing  and  is  expected  to  expand  further  in  1947,  the 
Veteran's  Emergency  Housing  Program  vd.ll  probably  use  a  large  percentage 
of  both  lumber  and  some  other  building  materials.    As  a  result  of  these 
relatively  high  requirements,  priorit3'-  authorizations  for  u.se  of  some 
construction  materials  probably  will  continue  into  1947. 

The  extraordinary  demands  for  lumber  have  kept  rural  yards  from 
establishing  inventories  comparable  to  prev/ar.    Although  agricultural 
production  in  1947  vail  probably  not  be  seriously  hampered  because  of 
lack  of  lumber,  much  new  farm  construction  may  be  postponed  until  sup- 
plies improve. 

Container  shortages  may  be  eased  slightly  compared  with  1946, 
but  continued  conservs.tj. on  and  salvage  should  be  planned.    Y/ooden  con- 
tainers, though  ;3s::erally  more  available,  may  continue  somev/hat  below 
requirements  in  1947.    Tin  cans,  paper,  open  mesh  and  cotton  bag  sup- 
plies should  be  adequate  to  m.eet  essential  needs. 

Most  merchant  trade  products  (barbed  and  v/oven  wire  fencing, 
nails,  staples,  bale  ties,  metal  roofing  and  siding,  and  pipe)  have 
been  in  short  supply  for  the  first  half  of  the  year  because  the  steel 
and  ccal  strikes  slowed  down  m.anufacture  and  also  because  of  very  high 
demand,    Nails  and  bale  ties  probably  have  been  in  shortest  supply.  If 
the  steel  mills  operate  without  interruption  for  the  next  few  months, 
practically--  all  merchant  trade  products  should  be  produced  at  a  rate 
that  will  meot  farm  reouireraents  for  the  remainder  of  this  year  and  into 
1947. 

Costs  of  lumber,  containers,  and  farm  supplies  were  higher  in  the 
latter  part  of  1946  than  in  the  first  half  of  the  year,  and  are  expected 
to  be  somewhat  higher  in  1947  than  at  present.    The  July  15  index  of 
prices  paid  by  farmers  for  commodities  used  in  production  was  159.  (See 
inside  cover  page.)    This  is  up  9  points  in  a  single  month  and  up  21 
points  from  Januar;"  15.    One  of  the  sharpest  rises  was  in  materials  for 
building  farm  structures  other  than  houses,  such  as  drop-siding,  barn 
v.'indows,  roofing,  metal  and  Y.'ooden  fence  posts,  barbed  wire  and  poultry 
netting. 
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Insecticides  and  Fungicides 

Faraers'  costs  of  insecticides  and  fungicides  are  affected  b^^ 
the  general  level  of  prices  ard  costs  and  by  available  supplies  in  re- 
lation to  demand  for  these  products.    Except  for  nicotine  compounds  and 
possibly  rotenone,  supplies  probably  ^tIII  continue  to  be  adequate  at 
existing  prices.    Increasing,  retail  distribution  costs  of  these  materials 
may  terd  to  offset  the  effect  of  increased  supplies  so  that  costs  to 
farmers  in  1947  ir.ay  continue  near  current  levels.    Variations  in  costs 
of  individual  items  are  expected.    Even  durin'^  the  war,  when  supplies 
■were  curtailed,  the  farmers'  cost  index  of  pesticides  rose  faster  than 
did  vmolesale  prices. 

During  the  coining  year,  supplies  should  be  adequate  of  arsenicals 
and  copper  chemicals,  pyrethrum,  sj'nthetic  compounds,'  such  as  DDT  and 
thiocyanates,  and  fluorine  compounds,  such  as  cryolite,  sodium  fluoride, 
and  sodium  fluosilicate.    The  same  is  true  for  all  insect  and  soil  fumi- 
gants  {with  the  possible  exception  of  napthalene  and  para  dichlorcbenzene) 
and  for  sulphur,  dv^t  diliitents,  and  petroleum  insecticide  carriers.  V.ith 
the  resumption  of  rotenone  imports  from  the  Far  East  supplies  of  rotenone 
should  be  adequate  to  meet  needs  for  the  next  year. 

Land  Values  and  Rentals 

Fann  land  values  and  rentals  during  the  coming  year  are  expected 
to  average  iiigher  than  for  any  year  of  record  except  for  192D,  the  peak 
of  the  post.  T.'orld  "."ar  I  boom.    Outlays  for  the  purchase  of  farm  land  are 
of  considerable  importance  to  the  prospective  buyer  and  also  to  the 
owner.    Investment  in  land  and  buildings  represents  about  60  to  85  per- 
cent of  the  total  capital  (including  real  estate,  maciunerj'',  equipment, 
livestock,  and  supplies)  in  m.ost  farms.    Farms  bought  at  high  land  prices 
represent  high  fixed  costs  to  the-  farmer.    High  land  rentals  represent 
hJ-gh  fixed  costs  to  the  tenant,  but  land  rentals  are  current  rates  th^t 
can  be  adjusted  more  readily  to  prevailing  prices  and  costs. 

land  values  h^ve  been  increasing  steadily  at  an  average  rate  of 
one  percent  per  month  since  1941.    During  the  year  ended  July  1,  1946, 
the  increase  was  13  percent,  bringing  the  United  States  index  (1912-14 
=  ICO)  to  147;  73  percent  above  1341  and  only  14  percent  below  the  1920 
inflationary  peak,     (See  figure  5.)    Average  values  as  of  July  1  were 
above  1920  levels  in  3  geographic  divisions  and  within  one  percent  of 
1920  in  2  other  divisions,  (See  table  5.) 

The  principal  forces  that  ha^^e  influenced  thje  farm  land  market 
in  recent  ^-ears  and  are  likely  to  continue  curing  the  coming  year  in- 
clude; a  relatively  high  level  of  both  farm  product  prices  and  income, 
a  favorable  c\irrent  rate  of  return  on  land  investm.ents,  easy  credit, 
and  a  huge  volume  of  liquid  far.ds  available  for  land  piorchase* 
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Table  5,-  Farm  real  estate:  Index  n^arabers  of  estiirated  average 
value  per  acre,  1920  and  1946,  mth  selected  comparisons  l/ 


:         index  numbers 

Increase 

:  Ratio 

Geographic 

:  1912 

-14  =  1 

GO 

:  1915 

:  1941  : 

1945 

:  July, 

divisions 

194 

6 

?  to 

:    to  : 

to 

:  1946 

1  : 

I'iarch  : 

July 

:  1920 

:  1946  : 

1946 

:to  1920 

Per— 

Per- 

cent 

cent 

Tlni  tpH  .'^f.atpc; 

>     1 7n 

142 

-4  / 

67 

]3 

86 

! 

14U 

142 

*±  J- 

8 

101 

Fiddle  Atlantic  j 

136 

134 

4.1 

8 

East  North  Central" 

:  161 

134 

138 

68 

13 

86 

?rest  North  Central 

184 

lUo 

11\J 

75 

,     63  • 

10 

60 

South  Atlantic 

:  198 

189 

197 

102 

72 

14 

99 

East  South  Central; 

199 

212 

218 

101 

84 

IB 

110 

YJest  South  Central! 

177 

154 

153 

77 

55 

11 

89 

liountain  ; 

151 

134 

139 

54 

72 

12 

92 

Pacific 

■  156 

194 

204 

46 

78 

13 

131 

l/Farra  land  with  improvements  as  of  l,!arch  1,  except  where  othe  revise 
indicatedo 


If  farm  product  pri  ces  during  the  next  year  continue  at  or  near 
present  levels,  land  values  and  rentals  iTlll  l3.kely  continue  to  rise  in 
spite  of  the  uncertainties  as  to  longer-iTin  price  and  income  levels. 
Expectations  of  louver  farm  pi'oduct  prices  and  income  levels  along  with 
a  recollection  of  the  collapse  in  land  values  and  lower  land  rentals 
that  followed  the  T/orld  "Jar  I  boom  have  had  a  tempering  effect  on  land 
prices.    jr>.s  It  is  likely  that  ^heso  value-curbing  influences  will  only 
partially  offset  strong  inflationary  forces,  the  peak  in  farm  land  prices 
probably  has  not  been  reached. 

For  the  country  as  a  v/hole,  an  increase  of  10  percent  or  more  in 
land  values  -/dth  a  somewhat  smaller  increase  in  rentals  may  be  expected 
during  the  jear  ahead.    This  would  be  only  a  continuation  of  the  upward 
trend  of  the  last  5  years  and  it  would  be  far  short  of  the  21  percent 
rise  in  values  that  occurred  during  1919-20.    Any  widespread  speculative 
boom  would  accelerate  the  increase.    Such  a  boom  seems  improbable  in 
view  of  the  substantial  number  of  farmers  expecting  lower  land  values  in 
the  years  ahead  and  a  general  recollection  of  the  hardships  and  priva- 
tions that  followed  the  Vforld  ".'ar  I  land  boom. 

Although  a  further  rise  in  land  prices  and  rentals  is  in  prospect, 
it  appears  that  current  land  prices  and  rentals  in  many  areas  are  already 
above  levels  likely  to  be  maintained.    Hence,  any  fur-cher  increases  vdll 
make  considerably  more  difficult  the  adjustments  necescarj''  to  more  usual 
operation. 
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]jiterest.  Taxes,  and  Insurance 

Interest  -  The  continued  decline  in  total  farm-mortgage-interest  charges 
"Which  has  been  under  way  since  1922  appears  to  be  at  an  end.  iiterest 
costs  probably  will  level  out  or  increase  slightly  next  year.    While  the 
farm-mortgage  debt  declined  3.6  percent  during  1945,  fanners'  reductions 
of  this  debt  were  slowing  up  as  Indicated  by  declines  of  6,5  percent  in 
1944  and  8  percent  in  1943.    PNirthermore,  in  1945,  20  States  showed  an 
increase  in  debt,  compared  with  only  8  States  the  year  before.    In  many 
instances,  farmers  may  use  less  money  to  pay  off  debts  and  more  to 
purchase  new  equipment  and  repair  buildings  as  more  materials  become 
available. 

Evidently  interest  rates  charged  by  different  lenders  on  fann- 
mortgage  debt,  are  not  increasing.    However,  since  1944  the  average  farm 
mortgage  interest  rate  has  shom  a  slight  increase  because  of  the 
elimination  of  the  subsidized  interest  rate  of  the  major  Federal  lending 
agencies  and  also  because  higher  Interest  rate  lenders  are  getting  a 
larger  proportion  of  the  mortgage  debt.    The  farm-moz*tgage  debt  held  by 
commercial  banks,  individuals,  and  certain  other  private  lenders  In- 
creased about  95  million  dollars  during  1945,  while  the  debt  held  by  the 
Federal  land  banks  decreased  130  mllllcn  dollars;  that  held  by  the 
Federal  Farm  Mortgage  Corporation,  100  million  dollars;  and  that  held 
life  insurance  companies,  50  million  dollars.    A  continuation  of  this 
shift  could  mean  a  higher  average  interest  rate  for  the  total  mortgage 
debt  in  the  years  immediately  ahead. 

A  more  significant  rlbe  in  Interest  costs  during  the  coming  year 
may  occur  in  connection  with  non-real  estate  credit*  Increased 
expenditures  for  autcaobiles,  machinery,  tractors,  and  building  materials 
at  higher  prices  and  on  higher  credit  rates  will  further  Increase  debt 
charges.    The  various  creditors  will  make  loans  at  about  the  same  rates, 
but  to  finance  larger  jure  bases  farmers  will  increase  their  debts  with 
such  creditors  as  dealers  and  finance  companies  whose  rates  are  con- 
siderably higher  than  those  of  banks  and  production  credit  associations, 
the  more  usual  lenders. 

Notwithstanding  the  expected  Increases,  the  cost  rates  of  both 
mortgage  and  non-real  estate  credit  will  still  be  relatively  low  compared 
to  prewar.    Large  surpluses  of  loanable  funds  and  active  competition 
among  lenders  have  reduced  interest  rates  during  recent  years.  Also, 
most  farmers  are  in  a  relatively  good  financial  position  and  can  get 
loans  from  the  regular  low-rate  lenders.    Even  though  interest  charges 
will  continue  small  this  year  compared  with  other  production  costs,  in 
the  event  of  a  decline  In  income  these  costs  which  are  largely  fixed 
might  prove  burdensome. 
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Taxes  -  Property-tax  pa^/ments  made  by  farmers  in  1947  probablj'-  will  be  up 
sonevrhat  from  those  for  1946.    Property  taxes    are  responding  to  upv^ard 
press^ores  after  fluctuating  very  narrowly  for  10  years.    Revenue  needs  of 
local  governinents  have  increased  substantially  during  the  past  few  years, 
and  property  taxes  are  their  major  source  of  operating  funds.  Higher 
salaries  and  wage  rates,  increased  ser-'/ices  and  facilities,  and  increased 
prices  of  materials  have  placed  greater  demands  and  hiigher  costs  on  Iccal 
governments.    Despite  the  availability  of  revenue  from  State  aids  and 
shared  taxes,  a  significant  part  of  these  increased  costs  must  be  met  by 
property  levies.    The  1945  levies  on  farm  real  estate,  payable  largely 
late  in  1945  and  early  in  1946,  were  more  than  10  percent  higher  than 
those  of  1944.    A  further  rise  is  expected  in  1946, 

Insurance  -  The  increase  in  valuation  of  farm  buildings  and  equipment, 
and  the  vride  gaps  between  insured  value  and  replacement  costs  that  now 
exist  on  many  farms,  v/ill  undoubtedly  cause  many  farmers  to  obtain  more 
insurance,  particularly  vfhere  policies  are  coming  up  for  renewal.  In- 
surance on  farm,  property  is  generally  for  a  5-year  or  a  3-year  period, 
with  premiums,  payable  in  advance  and  based  on  75  percent  of  value  at  time 
of  the  contract.    This  means  that  insurance  costs  (premium  outlays)  will 
increase  in  total  amount,  perhaps  by  not  more  than  5  percent.    Costs  per 
vlOO  of  insurance  may  decrease  slightly,  largely  as  a  result  of  lower 
unit  overhead  costs  and  reduced  casualties  through  improved  structures  and 
protection  facilities. 


Changes  in  Farm:  Production  Costs 

Production  costs  on  all  kinds  of  farm^s  the  country  over  have  moved 
steadily  upv-fard  duriing  the  past  several  years.    Bat  the  effects  of  sharply 
higher  prices  for  feed,  labor,  irachiner;/'  and  other  production  item.s  on 
farm  production  costs  differ  materially  among  farms  and  farming  areas, 
depending  upon  the  prod^action  methods  and  the  crops  and  livestock  grown. 
Some  of  the  important  aspects  of  the  cost  situation  from  a  farm  unit  basis 
are  illustrated  by  comparing  the  trends  since  1930  in  costs  per  unit  of 
production  on  14  im.portant  types  of  farms.    The  unit  costs  relate  to  the 
entire  farm  production  of  the  great  body  of  fam.ily-operated  farms  of  the 
respective  type,  and  not  to  individaal  commodities  produced  on  these 
f  anns . 

The  index  of  operating  expense  (figure  6)  m^easures  the  combined 
effect  of  changes  in  the  quantities  and  prices  of  cash  cost  goods  used, 
and  in  the  volume  of  production  obtained  by  their  use. 

Characteristic  differences  in  the  com.position  of  production 
expenses  on  farms  of  various  types  and  in  the  expansion  in  production 
per  farm  largely  account  for  the  varying  rates  of  increases  in  costs  per 
unit  of  product  during  the  war  period.    Feed  prices  and  wage  rates  rose 
much  faster  than  did  prices  for  other  cost  items.    Cash  costs  have  con- 
sequently risen  fastest  on  those  farms  using  considerable  purchased  feed 
and  hired  labor. 
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Mechanization  has  also  played  an  important  role  in  influencing 
_  the  pattern  of  cash  cost  changes.  Fanners  who  had  or  could  mechanize 
most  of  their  operations  were  able  to  held  dov.n  expenses  per  unit  of 
product  by  expanding  production  thereby  making  better  use  of  their 
labor,  power,  and  equipment.  On  farms  where  increased  production  re- 
quired an  almost  equal  increase  in  labor  or  feed,  out-of-pocket  costs 
per  unit  pushed  up  relatively  faster  than  on  other  farms. 

Present  and  future  levels  of  cash  costs  of  production  will  have 
an  important  bearing  on  the  future  earnings  of  farm  families.  These 
operating  expenses  (cash  costs)  together  mth  rent  paid  take  up  less  ,. 
than  half  the  total  value  of  production  on  most  family-operated  farms. 
The  rest  of  the  value  of  production  goes  to  the  operator  and  his  family 
as  return  for  their  labor  and  for  their  investment  in  the  farm  business. 

Prices  of  the  things  farmers  buy  historically  are  quite  in- 
flexible.   When  foreign  relief  tapers  off,  farm,  product  prices  may- 
resume  a  less  favorable  relationship  to  those  for  other  goods  and 
services.    Farmers'  earnings  mil  reflect  any  unfavorable  price  change 
unless  production  costs  can  be  reduced  substantially  thiTough  increased 
efficiency.    Farmer's  earnings  can  be  protected  from  unfavorable  price 
developments  to  the  extent  that  cost  reduction  can  offset  price 
declines . 

Other  aspects  of  the  cost  situation  on  these  14  types  of  farms 
are  illustrated  in  figure  7.    The  series  of  unit  costs  based  on  1930-44 
average  prices  reflect  changes  in  the  aggregate  quantity  of  labor,  land 
and  other  resources  required  per  unit  of  total  production.  Doifrnward 
trends  indicate  im.provements  in  production  efficiency.    They  indicate 
that  less  l&bor,  land  and  equipment  is  now  used  to  produce  the  same 
volume  of  farm  products  as  in  form.er  years »     But  prices  of  production 
goods  have  changed  markedly  over  the  16-year  period,  so  that  the  scries 
based  on  current  prices,  inclu'^ing  a  return  to  the  operator  and  family 
for  their  labor  and  for  their  investmo-it  in  the  farm,  equal  to  prevailing 
hired  labor  wage  rates,  and  net  rentals  and  interest  rates  respectively, 
is  a  better  reflection  of  the  changes  in  production  costs  per  unit  in 
terms  of  current  dollars.    This  series  indicates  the  change  in  farm 
product  prices  which  would  return  to  the  operator  and  his  family  for 
their  labor  and  investment  as  much  as  they  could  get  by  working  at 
prevailing  wages  and  renting  cut  their  land,  livestock  and  machinery  at 
current  local  m^arket  rates.' 

Ver;'  s\.bstantial  gains  have  been  made  in  production  efficiency 
during  the  last  decade  by  operators  of  miost  types  of  f arm.s  .    A  number  of 
factors  have  contributed  to  a  general  reduction  in  the  amount  of  labor, 
land  and  other  resources  required  per  unit  of  farm  output.    Chief  among 
these  is  the  30  to  50  percent  increase  in  the  average  production  per 
farm  of  the  tj'pes  illustrated  in  figure  7,    3y  expanding  production, 
operators  on  m.ost  family-operated  fanas  can  reduce  their  costs  per  unit 
through  more  efficient  use  of  labor,  machinery  and  land.    A  considerable 
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OPERATING  EXPENSE  PER  UNIT  OF  PRODUCTION 

TYPICAL  FAMILY-OPERATED  FARMS.  BY  TYPE,  1930-45 
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BUREAU   OF   *aillCUl.TURAL  CCONOMICS 


FIGURE  6 

This  Index  measures  the  comblfted  effect  of  changes  In  prices  and  quantities 
of  cash  cost  goods  used,  and  In  the  volume  of  production  obtained  by  their  use.  Annual 
variations  in  operating  expense  per  unit  of  production  are  traceable  largely  to  fluc- 
tuations In  crop  yields.  Differences  In  the  rate  of  improvement  In  production  effi- 
ciency and  in  the  composition  of  production  expenses  account  for  the  -long-run  differ- 
ences between  types  of  farms. 
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TOTAL  COST  PER  UNIT  OF  PRODUCTION 
ALL  LABOR,  LAND,  AND  OTHER  COST  GOODS  AT  CURRENT  AND  1930-44 
AVERAGE  VALUES,  FAMILY-OPERATED  FARMS,  BY  TYPE,  1930-45 
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BUREAU  OF  AGRICULTURAL  ECONOMICS 


FIGURE  7 

By  adopting  more  efficient  production  methods  and  steadily  expanding  production, 
farmers  generally  have  reduced  substantially  the  quantity  of  cost  goods  required  per 
unit  of  product  marketed.  Costs,  in  terms  of  the  current  value  of  these  inputs,  shot 
up  50  percent  or  more  during  the  war  -  a  substantial  part  of  such  production  costs 
represent  returns  to  the  operator  and  family  for  their  labor,  and  for  their  investment 
In  land  and  other  farm  capital. 
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part  of  the  increase  since  1930  in  production  per  farm  and  per  worker  was 
obtained  by  increasing  the  scale  of  operation.    Although  many  of  our 
family-operated  farms  are  yet  too  small  to  permit  the  m.ost  efficient  use 
of  machinery  and  f  aviily  labor,  substantial  progress  has  been  made  in 
obtaining  greatei-  efficiency  in  production  on  many  farms. 

Mechanization  progressed  rapidly  in  most  sections,  especially  after 
1935,  and  contributed  significantly  to  the  marked  gains  in  labor  efficiency. 
I'he  very  substantial  improvemmt  in  crop  yields  during  the  past  decade  not 
only  aided  in  expanding  production  but  also  materially  enhanced  the  ef- 
ficient use  of  land,  labor,  and  machinery.    Differences  in  the  rate  of 
mechanization  and  improvement  in  crop  yields  accounh  for  much  of  the  dif- 
ferences between  types  of  farms  in  the  reduction  of  real  unit  costs.  Crop 
yields  "rere  increased  by  adopting  improved  crop  varieties,  increased  use 
of  fertilizer  and  lime,  soil  conservation  activities  and  better  produc- 
tion practices  generally. 

Those  producers  r.ho  were  able  to  reduce  substantially  the  quantity 
of  cost  goods  going  into  each  unit  of  product  have  best  been  able  to  hold 
their  current  production  costs  in  check.    They  will  also  be  in  a  better 
position  to  Tdth^stand  any  future  price  declines  than  those  making  fewer 
cost— reducing  adjustments.    In  particular!  y  unfavorable  economic 
position  are  those  farmers  who  produce  crops  v/ith  hand-and-horse  methods 
in  direct  competition  with  others  using  tractors  and  power  equipment. 

In  coisidering  the  immediate  and  more  distant  future,  v;e  must  not 
overlook  the  gains  in  production  efficiency  and  in  farmers'  earnings 
resulting  from  sharp  increases  in  crop  yields  and  production  per  farm 
especially  during  the  oast  fe*^'  years,    a  bad  crop  year  vith  resulting 
lov-'  jrields  wo\ild  send  unit  costs  soaring  far  above  their  present  levels; 
witness  the  experience  of  the  m.iddle  1930' s.    In  fact,  any  substantial 
reduction  in  output  per  farm  from  whatever  cause  would  tend  to  mpe  out 
recent  gains  in  lowering  real  costs  (costs  in  terms  of  quantities  of 
gocds  and  services  used  per  unit  of  production)  and  cut  sharply  into 
farm  family  earnings.    Individual  farmers  cannot  reduce  output  without 
increasing  their  real  costs  ner  unit  of  production.    A  very  large  part 
of  total  fann  production  costs  are  "fixed;"  in  the  sense  that  the 
labor  and  investment  furnished  by  the  operator  and  his  family  make  up 
more  than  half  the  total  costs  on  most  types    of  family-operated  farms. 
TJhen  production  is  reduced,  labor,  machdnery  and  usualljr  land  are  less 
fully  utilized.    A  smaller  volum^e  of  product  has  to  bear  the  same 
total  overhead  costv",  and  the  cost  per  bushel  or  per  pound  is  neces- 
sarily higher.    The  net  return  per  unit  is  thus  smaller  and,  with  the 
smaller  volumie  of  output,  earnings  or  return  to  the  operator  and  his 
family  are  usually  curtailed.    The  effect  is  even  greater  than  the 
measures  shc?Jn  in  figure  7  would  indicate,  f :>r  in  this  instance  only  the 
labor  and  other  item^s  actually  used  in  the  production  of  a  particular 
year  are  incladed  in  the  calculated  unit  costs.    Underemiploynent  of  family 
labor  does  not  appear  as  a    cost,  yet  it  certainly  results  in  reduced 
famdly  income. 
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In  general,  v;e  can  expect  f ambers  '  cost-oricc  relationships  in  1947 
to  depart  little  from  these  obta-ix.ed  in  1946.    Supplies  of  many  production 
items,  inadequate  dui-ing  the  last  few  years,  will  be  more  plentiful  in 
1947.    lianufacturers  are  increasing  their  efforts  on  a  variety  of  machines 
and  equipment  to  meet  specific  conditions.    The  psychological  reaction  of 
farmers  to  hifh  costs  (although  not  necessarily  high  in  relation  to 
prices)  will  be  to  give  m.ore  emphasis  to  increased  efficiencies  in  produc- 
tion and  production  methods. 

The  future  holds  great  promise  of  advances  in  the  efficiency  of 
farm  production  far  surpassing  those  of  the  jjast  decade.    Farmers  r^ho 
are  able  to  take  advantage  of  improved  practices  will  profit  not  only 
from  lower  unit  costs  but  from  the  larger  output  per  farm  commonly  as- 
sociated with  such  im.provements .    Unit  production  costs,  in  terms  of 
quantities  of  cost  goods  used,  will  surely  continue  to  decline  except 
as  interrupted  by  drought,  depression  or  other  adverse  developments. 
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